Abstract: An intertemporal model of consumption and investment under uncertainty is formulated, and compared with the existing literature; it is argued that an assumption of myopia is necessary for its empirical applicability. It is estimated by maximum likelihood with quarterly British data. A specification search for a satisfactory form of expectations is made, and the estimated model is compared with a static demand system. Strong intertemporal separability is formulated as a nested hypothesis, and strongly rejected by a likelihood ratio test. 
Introduction 2
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0377-7332/92/3/419-450 $2.50 9 1992 Physica-Verlag, Heidelberg R J. Deschamps determines whether the model is of consumption only, portfolio only, or consumption and portfolio (we define a portfolio model as one where mvestmem is optimally diversified into several financial assets, and where some future asset returns are uncertain). The fourth criterion is the intertemporal separability, or nonseparability; of the utility function. Table 1 classifies t8 well-known contributions into 8 model classes according to the four preceding criteria. The first class is the pioneering TintnerHicks extension of the static theory of demand, later reformulated for continuous time in the first part of Much and Morishima (t973, p. 169ff). In the second class, the model of Fama (t970, 1976) handles both consumption and investment decisions under uncertainty over the life cycle and does not assume intertemporal separability. Consumption is treated as aggregate, an assumption considered by Epstein (1975) as restrictive. The third class encompasses the mean-variance models of portfolio selection. In this group, the empirical models of Parkin (1970) and Saito (1977) are probably the most specific, since they rely on an explicit utility function and on explicit distributions of asset returns. As is well-known, however, this has a price in terms of flexibility. In the fourth group, the second part of Lluch and Morishima (1973, p. i77ff) extends the Tinmer-Hicks analysis to the case where price (but not income) expectations are stochastic. The models in groups 5 and 6 are two-period only. Morishima (1952) and Allingham and Morishima (1973) rationalize the agent's decisions by introducing a "future standard of living" into his (separable) utility function. The model in Epstein (1975) gives a disaggregate treatment of consumption, but does not explicitly consider portfolio decisions; however, it handles income uncertainty as well as price uncertain~y. In the seventh group, we have the empirical paper by Bronsard and Salvas-Bronsard (1986), which appears to depend on deterministic expectations as we will see. Lastly, we have the rational expectations models of Hall (1978 ), Browning et al. (1985 and Attfield and Browning (1985) . The popularity of rational expectations, and its lack of restrictiveness when compared to other specifications, gives high significance to the models in this class. However, the Hall rational expectations formulation whereby the marginal utility of consumption follows a random walk with trend appears to depend crucially on intertemporal separability, a fact acknowledged by Browning e~ aL (1985, p. 510 ).
The theoretical model in Section 2 of this paper was largely inspired by the contributions mentioned in Table 1 , and we do not claim that its general specification is original. We do claim, however, that it is disaggregate, and can include equations for any number of commodities and any number of assets; that it is flexible, and does not rely on an explicit utility function or probability distribution of asset returns; that it does no~ assume imertemporal separability, but includes it as a nested, testable case; that it is formulated as a life-cycle model, and can therefore be compared with the existing multi-
